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' OFFICE OF REPORTS AND ESTIMATES, CTA 
FAR BAST/PACIFIC BRANCH 


INTELLIGENCE HIGHLIGHTS NO. 17 _ 
WEEK OF $1 AUGUST ~ 6 SEPTEMBER 1948 


SECTION I. SUMMARY OF FAR EAST TRENDS AND DEVELOPMENTS: 


The return to Tokyo after » thirteen month absence, of Lt. Gone 
Derevyanko, the USSR member of the Allied Council for Japan, presages 
dnoreased Soviet-activity in Japan (page3 }o 


Asizeable reduction or possibly o major withdrawal of ‘Soviet forces 
from North Korea is indicated by thé pattern of recent events (page3 ). 


While the military situation in China remains guiet, Chiang Kai-shek 
has: indicated hie concern over future developments by requesting addi« 
tional US aid for his armies in North Chine (puge 4). ‘The Communist have 
further consolidated their position in that erea by recently establishing 
o People’s North China Government (pape 4). In external relations, there 
C iio ba that China is adopting a stiffer attitude vis-a-vis the USSR 

pare 6G]. is ’ 


In Indochina the indecisive French policy is expected to Lead to a 
more critical situation (pape7 ). 
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SWAY (continued) 


The US Embassy in Rangoon, in view of the development of serious 
difficulties between Karens and Burmans, has recommended delaying 
action on a request for large quantities of US arms and equipment. (page ). 


The amnesty merry-go-round in the Philippines has entered a 


decisive’ atage as result of a Huk leader's support of Soviet policy 
(pag810) « 
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Dorovyanke's return 5 ; e SCtIVECY et 

ant General Kuzma N, Derevyanks, the USSR member of the Allied Council for 

Japan, returned to Tokyo on 31 August, 1948 after a. thirteen months absence 
in the USSR. Undoubtedly Derevyanke returns from Moscow thoroughly indoc- 


trinated with the latest political strategy and party lines, The Soviets 


"gn an 4noreased effort to embarrass the Gocupation may be expected to con- 


centrate on activity in the Allied Council for Japan which they utilize as 
a beard and political guidance to the. Japanese Communist Party 
(JCP). Party activity may now be expected to miltilply in the form of: 
(1) nore outspoken critioien of the Occupations; (2) increased labor agi~ 
tation directed againet Japanese Government restrictions on Government 
Exployees' unions; and (3) continued public criticism of the Government 
for Japan's present economic conditions. 


Colncidentel, with Derevyankeo’s return, the JCP on 1 September demanded, 
for the first timo, an early poace treaty. The Party demands, appesling to 
mationalistic sentiments, include the complete withdrawal of occupation. 
forces and complete economic and political independence, the racognition 
of Jepan’s right for self-defense and the restoration of all islands that 


' racially and historically belong to Japan. 
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A SLZEB0LE Peducvion © OSs2 OLY MATION Wavourawnal OF ove ; es Tron 
North Korea 1 cated by the pattern of recent events, Movenents of 
Soviet troops and dependents started early in Mey 1948 and on & June the 
Soviet High Command announced that there would be a reduction in the Soviet 
Army in Korth Korea. Analysis of reports of truck and rail movements of 
Soviet personnel prior and’ subsequent to the 8 June announcement, reduction 
in Soviet officer strength, command changes, transfers of Soviet equipment | 
to the North Korean People's Army, the gradual replacement of Soviet Army 
units by People's Army contingents at the 38th Parallel, the 25 August 
election to make officiel the existing North Korean government and the 
growing insistence in Soviet propaganda calling for withdrawal of all 
foreign troops from Korea suggest the consolidation of Soviet troops to. 
permit easy withdrawal in the near future, Such a move would be logical ~ 
and well timed, considering that the Soviets already have accomplished 

such objectives as the institution of a Soviet-type Government, the crea~ 
tion and training of an army, the enactment of social reforms, and police . 
control of the populace. The efficient execution of the 25 Auguet election, 





". jyadé to appear as including both North and South Korea, and the withdrawal 


of most of Soviet forces in North Korea could be strong diplomatic and 
propagende arguments at the forthcoming United Nations session in Paris. 
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CHINA 


Manteing requests midi tory eid for North China. CHIANG Kei-shok has tat 
indica ip officials his desire to increase shipments of arns ; 
and equipment to North China. ‘he Generalissimo's apparent reversal 
Viseaevis North China is probably based on the realization that further . 
failure on the part of the Nanking Government to make some attenpt to 

alleviate tha currently precarious situntion of the North China forces 

will undoubtedly lead to complete alienation of the northorn leaders 

with the resultant realization of North Chine separatiem and the possible 
formation of a North China coalition with the Commmists. Further, the 

leas of North China would necessitate the cancellation of the currently 
recommended ECA program in that area, with a resultant increasing US — 
reluctance to continue assistance to the disintegrating Nanking regimes 


No major actions disturbed the general military quiet pervading the fon 
oivil war fronts o: na during past week, @ Nationalists enjoyed 
some local successes, especially in thd mid-Han region of northwest Hupeh 
where they recaptured Lachokou and Paiho. Apparently ooal shipments from 
‘the Kailean mines were the only real casualty of the reesnt, well-publicized 
attempt by Fu Tao-yi to drive the Commumists from eastern Hopeh. Requisitions 
by the military of available rolling stock on the TMMentsin~Chinhsien Rell» 
road resulted in a virtual curtailment of shipmenta for the period of the 
‘@rive. Fu, lacking adequate mambors of regulars with which to effectively | 
Barrison newly won areas, has been forcid to withdraw and the Commmiste 
are now returning to these old base areas, Thus the status quo ante has 
been restored: the Nationslists, weakensd by a divided command, are unable 
' to prevent periodic Communist interdiction of the vital coastal rail line 


from Tientsin to Chinhsiens 
/ 


A Communist North 'China People's Govermment has been formed as a wan 
reault of the North China Provter onal People’s Representative Congress. ; : 
The Congress comprised 641 elected representatives including Democratic 
League members, Moslem leaders and delegates from organizations in Na=« 
tionalistas well as Commmist areas. The Moslem minority elected their 
ow representatives which indicates that the Chinese Communists are 
. utilizing a minority polioy resembling that of the USSR. The Congpreos 
eleoted 27 persons to a North China Government Council with 12 additional 
‘Seats to be filled by members from areas yet to be "liberated". Drafts 
for organization of the new government were adopted at the meeting, The 
formation of this goverment is d miléstone in Chinese Commmist orcanizao 
tion and, according to the Communists, is a forerunner of an "Ali-Chine 


_. Peaplets Government." the status and jurisdiction of thie government is not 


olear, but the Commmists appear to be making progress in consolidating 
their administrative machinery. 


Approved For Release 104126°7 79-01082A000100010004-5 


25X1C 


25X1C 


’ Soviet position visea~vis China. - 
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Soviete 

‘arrival of increasing numbers of Soviet workmen, railway officials apd ' 

families in ths area appeare to be linked with the railway construction, 25X1C 

Russion tanke and trucks were also reported im the area. While the : 

nature and extant of Soviet activity is a highly speoulative issue, this 

is the first report of Soviet railroad constructi % may be‘ given some A 

eredence, The feverish activity on the railroad, : 
may be between Kirin and Meihokou, probably aimed at 

opening & supply route to Deiren. The opening of such a route is dependent, 

however, on the Communist capture of Mikden since construction of a rati~ 


Construction on the Dairen Kirin Batis is beta pushed by the uBt 


. voad bypassing this key city would be extremely difficult, 


A more firm Chinore Government attitude toward the ‘USSR, on the surface "A", 
at least, may be seen in Nanking's decision to serve notice of termination , 
of the Sino-Sovlet Air Apreemant of 1939, and in the report that the Soviet ; 
Ambassador and the Chinese Foreign Minister have recently held several : 
conferences vis-a-vis. future Sino-Soviet relations. 


Under ‘the provisions of the Sino-Soviet Air Apreement of 1939 tho Alma : 
Ate-Hami Air Line, routed via Tihwa and Ining, in Sinkiang was established. 
This arrangement was ostensibly a joint Sino~Soviet enterprise but actually 
proved to ba a Soviet monopoly with the Chinese being excludad from adminia= 
trativa and operational functions of the air dine. 


fm Manchuria the joint Sino-Soviet operation of the Chinese Changohmmn 
Railway, ae provided in the Sino-Soviet Treaty of 1945, has long been a farce, 
No vestige of joint control exists, nor has any effeative Chinese adminis-. 


. tratierever beon allowed in the closed port of Bairon. 


_ Although the National Government now appears to be disposea to resise 
these Soviet encroachments, it is believed that the Government will not be 
adamant in insisting on China's soversigntyand treaty rights in any attempt. 


to nullify these penetrations. In the final analysis Nanking will probab : 
agree to ie Saee saving eopanies « which will not  osaontisiny voor oe : 


The outcome of the Netional Govermient's new economics pro a "BM 
desperate gamble to atave off runaway inf lation--scill remains in question, 
The new pein and economic controls will, at hest, provide the Govern« : 
ment with e breathing spell during which it may be able to attack some : 
fundamental economic problems. The grave danger is loss of public confidence 
in the new money, resulting in resumption of the inflationary spiral, and 
an inevitable economlo collapse of the prosent Govermnent. 


To strengthen the new currency, the Government will use the foreign 
currencies and precious metals exchanged for gold yuan as additional "hard" 
backing. The Goverment also has blockaded Shanghai to prevent the Piight 


C : 
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of commodities, gold, ailver, and foreign exchanges 1a attempting to 
supervise commercial banks more closely; and reduce public expenditures. 
An oarnest effort apparently is belng made to register private Chinese 
holdings abroad. 


Heanwhile, the progran is being imperiled by those persons who 


would seem to gain most by preserving the Natlonel Government; big 


businessmen, civil and military officials, and political hangers~on. 
Alroady there is evidence of large-scale hoarding and speculations 
Substantiated reports indicate highly placed individuals made huge profits: 
on the currency conversion, Although the Government has made some arrests, 
there is‘ considerable doubt that. charges will be pressed against the more 
powerful, hence more flagrant offenders. 


Since large-scale hoarding and speculation in commodities are forces - 
which can motivate inflation, and since any substantial price inoreases will 
be refleoted in a general’ flight from the gold yuan to commodities, the 
activities of the corrupt, shortsighted eclemente in the National Goverment 
contain the seeds of early collapse of the new ourrency.s 


Inclusion of North China in the allocation of US Aid Reoonstruotion ad hi 
funds was amounced by HCA on 1 Sep’ 40. The first projects approved by 
ECA wore allocated approximately $1,000,000 cach. They are the Kallan Mining 
Administration, the Tientein-Peiping Power Company, the Yangtze Power Company 
and the Taiwan Sugar Company, Although small, these grants wlil be sufficient 
to ensure their continued cperation. The Kallen Mining Administration is 
perhaps the most urgent reconstruction project approved, as its equipment 
has deterLorated so far that a breakdown of mining operations is threatened. 
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INDOCHINA 
Indecisive French ected to lead to continuing deterioration, "Bt 
Upon return to gon irom France on 2 September, French sioner 


Emile Bollaert reiterated his position that the 19 August French Assenbly 
voté was practically equivalent to ratification of the 5 June Franto-Viot- 
nantese protocol, Despite this statement, however, reaction in Indochina by 
seme members of General Xuants provisional. government continued to be that 

of fear and discouragement and included threats of resignation. The position 
of the Socialist Party in Frame, which insists that negotiations mist be 
emducted with "all spiritual and political families of Vietnam, ee eoereeseca 
who have any authority in Indochinatt apparently has led some anti-He nation- 
alista to believe that the French may be negotiating clandestinely with 

Ho Chi tinh, However, Bollaert has declared that representatives of "total- 
itarian" organizations will not be ineluded in the groups with which the 
French are ready to treat and Premier Sehumen has insisted that the policy 
as stated by Andre Marie and acceded to by the French Assembly will stani, 
Notwithstanding these statements by Bellaert and Schuman, it can be expected 25X41 
that French policy will remain indecisive and that the situation in Indochina 
will continue to deteriorate, 
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nequest for arms received by S Embassy, 4 September the I'S re- nan 
esived a request through the t's Embassy in Rangoon to aupply the. Burmese 
Government, with 5,000 carbines, 2,250,000 rounds of ammunition ond 350 jeeps 
with two years reserve of spare parts. The request for +t : 
are available only in the US, 

The US Embassy, Rangoon was at firet inclined to recommend approval, 
but with the development of serious difficulties between Karene and Rurmans 
the “mbassy has recommended delaying action until there is clearer evidente 
that the arms would be used to suppress Communists, 


Karen-Purman troubles add to confusion. The Karen minority problem,  "B" 
which has been potentia explosive ever since Purma became independent 
because of centuries of animosity between Kerens and Purmans, has now be- 
come extremely serious. On 1 September, the Karens of the Tenasserim Di~ 
vision of Southern Burma, rebelled against the Burmese Covernment and, with 
the aid of Karen members of the Union Iilitary Police, captured the important 
towns of “oulmein and Thaton. The rebellion was precinitated by the attempts 
of unpopular and untactful Government officials to disarm local Karen village 
mards. Although the intervention of Karen leaders has at least temporarily 
halted the uprising, the danger of Karen-Burman eommunal strife has by no 
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para ( continued} 


means been removed, The development of such a conflict would make the 
present Government's already precarious position even more untenable, and 
almost insure its early overthrow. The result would be the breakdown of all 


administration and complete chaos, 


The Karen National Union (ENV), which ie supported by a majority of the 
estimated 24 mill4on Karens, claims to be in control of large areas of Eastern 
and Southern Purnia. The KM is strongly anti-commnistic, and doos not de- ~ 
sire to fight the Government so long as commnism continues to be suppressed, 
Nevertheless, the XNU is ebvicusly taking advantare of the Aovermnent's diffi~- 
‘eulties to press its om demands for an independent state or a semi-independent 
state in a loose federation. Although Karen demands are impractical largely 
because the area claimed would contain a predominantly Burman population, 
Prine Minister Thain Nu has amreed to establish a six-man committee, in~ 
cluding three Karens, to expedite a settlement of the aren demands. Jt is 
also posaible that a menber of the KN will be given the nost of Minister 
for Karen Affaire in the cabinet, : 


So far, hoth the Government and the KN have exercised consideralle 
restraint and have been disposed to negotiate. . Thakin Nu has been consistent~ 
ly conciliatory towards the Karens and the NU has often disgavewed the use 

of violence to gain its ends. It would seem, at this time, that both parties 
mist realize the necessity of compronise. The Government cannot afford the 
development of serious conflicts between Karens.and Burmans as & considerable 
portion of the military forces now engaged in suppressing the Commmnist- 
Peoples’ Volunteer Organization insurrections are Karens. In fact, It. Gen. 
Smith Dun, the Karen Supreme Commander of the Burmese military forees, has © 
stated that he would never lead the army against his ow people, Therefore, 
in event of Karen-Burman friction most of these troopa would either desert 

to defend their native villages or turn upon the Government. ‘The ENU leaders .- 
no doubt realize that if the present Government fails, it will probably be 
replaced by another far more to the left and their desires would be further 
removed from realization. If the Karens support the Government, after cb~ 
taining as many concessions as possible from it, they can use suck support 

for bargaining purposes in the future. It would appear, therefore, that it 
is probable that a modus vivendi will be reached in which some of the Karen 
demands will be met. On the other hand, it is possible that the Karens will 
be intransigent in their demands because they fail to see any difference 
between the ideologies of the Socialist Government and the Communists, and 
fear that, unless they are given independence, they will.be persecuted by 

a reunited Communist~Sosialist coalition. In any case, since neither the 
‘Government nor the KN are capable of effectively controlling their respective 
extremist elements, the recurrence of inflammble incidents leading to the 
most serious tonsequences ia definitely a continuing possibility. 
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PHILIPPINES 


Huk leader urges support of Soviet polisy. The amnesty merry-go-round’ 
in the Philippines has now entered a decisive stage. Huk leader Inie Taruc, 


1 a solf-avowed Commnist but. generally considered nationalistically~inclined, 

in a statement on 7 September, appears to have broken completely with 

Philipnine government policy and to have allied himself with that of the .. 

! vs, Ina letter allegedly written by Taruc to a leading 'anila newspaper, 

he urged the Filipino people to support Soviet policy in Asia and stated 
that in the event of war between the United States and Russia, "an invasion 


of our soil by Russians would not be an act against the Filipino people but - 


against American militarists." Although Taruc has been eensistently and 
ane inereasingly anti-US during past months, he has previously disavowed Hoscow 
affiliations. Public reection in the Philippines to Taruc's current stand 
WiLL undoubtedly be adverss and will probebly result in a renewal of the 
“Government's policy of strong military action against the Hukbalahap. 
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